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Vice President, Accounting and Control

Hydro-Québec

75, boul. René- Levesque Ouest,
6° étage

Montréal (Quebec) H2Z 1A4
Canada

- International Accounting Standards Board
30 Cannon Street ' ;
London, EC4M 6XH o : .
United Kingdom

‘Re: Comments on Exposure Draft — Revenue from Contracts with Customers

Dear Sir/Madam:

Hydro-Québec is a major producer, transmission provider and distributor of electricity on the
North American market, operating mainly in the province of Québec, Canada. Its sole shareholder
is the Québec government. :

We generally agree with the 1ASB’s proposals on revenue recognition from contracts with
customers. Our detailed responses to the questions posed in the Exposure D'raft are attached.

On behalf of Hydro-Québec, | thank you for glvmg us this opportunity to respond to the Exposure
Draft Revenue ﬁom Contracts with Customers

Should you wish to discuss any aspects of this comment letter in more detall please do not.
hesitate to contact me.

Yours sincerely,

Lise Croteau, FCA
Vice President, Accounting and Control
Hydro Quebec ) :
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Revenue from Contracts with Customers
- Comments to be received by 22 October 2010

| Recognition of revenue (paragraphs 8-33)

Question 1

Paragraphs 12-19_propose a principle (price interdependence) to help an entity determine whether.'
(a) to combine two or more contracts and account for them as a-sr'ngle contract;
(b) to segment a smgle contract and account for it as two or more contracts and

' (c) ‘to account for a contract modlflcatlon as a separate contract or as part of the onglnal contract,

Do you agree with that principle? If not, what principle would you recommend, and why, for
~ determining whether (a) to combine or segment contracts and (b) to account for a contract
modification as a separate contract? -

We agree with the price mterdependence principle. However, we think that the principle should be
clarified to avoid accounting treatment disparity in practice. In particular, we recommend to change -
the sentence in paragraph 15 (b) to the following: the customer receives. very little or no discount

. for buying some goods or services together with other goods or services in the contract.

Questlon 2

The boards propose that an entity should identify the performance obligations to be accounted for
separately on the basis of whether the. promised good or service is distinct. Paragraph 23 proposes

a principle for determining when a good or service is distinct. Do you agree with that principle? If
not, what principle would you specify for identifying separate obligations and Why?

We agree with the pr|nC|pIe of determmmg when a good or service is distinct proposed in -
paragraph 23. : :

'Question 3

. Do you think that the proposed guidance in paragraphs 25-31 and related application guidance are
- sufficient for determining when control of a promised good or service has'been transferred to a
customer? If not, why? What additional guidance would you propose and why?

We think that the proposed guidan'ce in pa'r_agraphs 25-31 and related application guidance are
sufficient for determining when control of a promised good or service has been transferred to a
customer. However, the board did not convince us that the notion of control should be applied from .
~ the perspective of the customer purchasmg that good or service. I'he board mentloned in’

“paragraph BC63. '
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- « [...] Although, in many cases, both perspectives are likely to lead to the same result, the
boards have articulated the proposed indicators of control from the perSpective of

~ customer. That perspective would minimise the risk of an entity recognising revenue from -
undertaking activities that do not coincide with the transfer of goods or services to the
customer. » - : :

- We are of the opinion that the notion of control should be articulated from the perspective of the B
entity selling the good or service because it can be difficult in practice to apply it to the perspective =
of the customer purchasing the good or service due, for instance, to lack of information.

| \Furthermore the concept of conitrol would need to be in line with the one to be set forth in the
conceptual framework :

Measurement of revenue (paragra'p'hs 34-53)

" | Question 4

The boards propose that if the amount of consideration is variable, an entity should recognise
revenue from satisfying a performance obligation only if the transaction price can be reasonably
estimated. Paragraph 38 proposes criteria that an entity should meet to be able to reasonably
- estimate the transaction price.

Do you agree that an entity should recognise revenue on the basis of an est/mated transaction
pr/ce7 If so, do you agree with the proposed criteria in paragraph 387 if not, what approach do you
suggest for recognising revenue when the transactlon price is var/able and why7

‘We agree with the principle that an entity should recognise revenue on the ba3|s of an estlmated
transaction price and we are of the opinion that the criteria proposed in paragraph 38 are sufficient:

Question 5

Paragraph 43 proposes that the transaction price should reflect the customer’s credit risk if its
effects on the transaction price can be reasonably estimated. Do you agree that the customer’s
credit risk should affect how much revenue an entity recognises when it satisfies a performance
oblrgat/on rather than whether the entity. recognises revenue? If not why?

We agree that the customer credlt risk should affect how miuch revenue an entity recogmses when -
it satisfies a performance obligation. In particular, has it is illustrated in example 20, we think thata_
historic percentage of non-paying customers should be reflected in revenue. However, we are of

the opinion that if this amount is significant, it could be presented separately from the total invoice

revenue ) :
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Question 6

.Paragraphs 44 and 45 propose that an entity should adjust the amount of promised consideration
- to reflect the time value of money if the contract includes a materra/ frnancrng component {whether
explrcrt or implicit). Do you. agree7 If not, why? :

We agree with the proposition that an entity should adjust the amount of promised consideratioh to
reflect the time value of money if the contract includes a material financing component.

Question 7

Paragraph 50 proposes that an entity should allocate the transaction price to all separate
performance obligations in a contract in proportion to the stand-alone selling price (estimated if
necessary) of the good or service underlying each of those performance obligations Do you
. agree? If not, when and why would that approach not be appropriate, and how should the
transaction price be allocated in such cases?

We agree with this approach and W|th the p033|blllty of using the estimated seIImg pr|ce

Contracts costs (paragraphs 57- 63)

| Question 8

_ Paragraph 57 proposes that if costs incurred in fulfilling a contract do not give rise to an asset
eligible for recognition.in accordance with other standards (for example, IAS 2 or ASC Topic 330;
IAS 16 or ASC Topic 360; and IAS 38 Intangible Assets or ASC Topic 985 on software) an entity
should recognise an asset only if those costs meet specified criteria.

Do you think that the proposed requrrements on accountrng for the costs of fu/frllrng a contract are
operational and sufficient? If not, why?

We think that the proposed requtrements on accountlng for the costs of fulfilling a contract are
operatlonal and sufficient.

Question 9

,Paragraph' 58 proposes the. costs that relate directly to a contract for the purposes of (a)
recognising an asset for resources that the entity would use to satisfy performance obligations in a

- . contract and (b) any additional liability recognised for an onerous performance obligation.

'Do you agree with the costs specified? If not, what costs would you include or exclude and why?

We agree with the costs specified in paragraph 58.

[N
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Disclosure (paragraphs 69-83)

Question 1ﬂ

The objective of the boards’ proposed disclosure requirements is to help users of financial
statements understand the amount, timing and uncertainty of revenue and cash flows arising from

-~ contracts with customers. Do. you think the  proposed disclosure requirements will meet that
object/ve? If not, why? :

We do not agree with the quantity of proposed dlsclosure requirements, especraIIy the ones of
paragraphs 77 and 78. These disclosures are expensive to produce and we do not believe that the
benefits to financial statement users will outweigh the -costs. In particular, we do not see the |
usefulness of the disclosure requirements of paragraph 78 to financial statement users who do not - -
"have information on the cost of performing these obligations. However dlsclosure on onerous
performance obligation is understandable when a liability is recognlsed '

Question 11

The boards propose that an entity should disclose the amount of its remaining performance
obligations and the expected timing of their satrsfactron for contracts with an original duration. .
- expected fo exceed one year. : : '

Do you agree with that proposed disclosure requrrement? If not what if any,. rnformatron do you
think an entity should disclose about its remarn/ng performance obligations?

‘See our comments at question 10. We do not agree with.the proposed dlsclosure requrrement We
do not think that the disclosure of information about the rema|r||ng performance obI|gat|ons will give .
pertinent |nformat|on to financial statement users. -

|
( .

Question 12

_ Do you agree that an entity should disaggregate revenue into the categories that best depict how
the amount, timing and uncertarnty of revenue and cash ﬂows are affected by economic factors? If

- not, why?

We are in the op|n|on that the |nformat|on requrred in paragraph 74 is aIready covered-in IFRS 8
Operatrng Segments ' :
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Effective date and transition (paragraphs 84 ahd 85)

Question 13

Do you agree that an entity should apply the proposed requrrements retrospectrvely (ie as if the
~ entity had“always applied the proposed requrrements fo aII contracts in existence during any
repon‘rng perrods presented)? If not, why? !

Is there an alternatrve transrtron method that would preserve trend information about revenue but at
a lower cost? If 50, please explarn the alternative and why you think it is better.

N

* We agree that an entity should appIy the proposed requirements retrospectlvely However,(a Ionger
‘than normal timeframe should be given to appIy them . :

Appllcatlon gmdance (paragraphs B1- BQS)

Questlon 14

' ~The proposed application guidance .is intended to assist an entity'in applying the principles in the
proposed requirements. Do you. think that the application guidance .is sufficient to make the
proposals operatronal? If not what addrtronal guidance do you suggest?

We think the application guldance is generaIIy sufficient. However we think there is a lack of
‘guidance concermng disclosure requuements and we suggest addlng guidance. ‘

Questlon 15 o . - o - _" |

The boards propose that an_ entity should drstrngursh between the foIIowrng types of product.
warranties:

‘{a) a warrantythat provides a customer with coverage for latent defects in the product. This does
not give rise.to a performance obligation but requires an evaluation of Wwhether the entity has
satrsfred rts performance oblrgatron fo transfer the product specrfred in the contract,

(b) a warranty that provides a customer with coverage for faults that arise after the product is
transferred to the customer. This gives rise to a performance obligation-in addition to the
performance obligation to transfer the product specified in the contract. S '

Do you agree with the proposed distinction between the types of product warranties? Do you agree
* with the proposed accounting for each type of product warranty? If not how do you thrnk an entity
should account for product warranties and why?

We agree with the proposed distinction between the types of product warranties and the proposed
accountlng for each type of product warranty
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- | Question 16

The boards propose the following if a licence is not considered to be a sale of intellectual property:

(a) if an entity grants a customer an exclusive ticence to use its intellectual property, it has a
performance obligation to permit the use of its rntellectual property and it sat/sfred that
obligation over the term of the I/cence and : :

(b) if an entity grants a customer a non- exclusrve licence to use its intellectual property, rt hasa
performance . obligation to transfer the licence and it satisfies- that obligation when the
customer is able to use and benefit from the licence.

Do you agree that the pattern of revenue recogn/t/on should depend on whether the licence is
. exclusive? Do you agree with the patterns of revenue recogn/t/on proposed by the boards7 Why or
why not? '

We agree that the pattern of revenue recognition should depend on whether the licence is
“exclusive and with the patterns of revenue recognition proposed by the boards. We agree that an
‘entity that grants a customer an excluswe licence to use its mtellectual property has a performance
obligation over the term of the licence.

_ Consequential amendments

Question 17

The boards propose that in accountrng for the gain or loss on the sale of some non-financial assets’

- (for example, intangible assets and property, plarit and equipment), an entity should apply the -
recognition and measurement principles of the proposed revenue model. Do- you agree? If not
why?

We agree With t__he propositi'on to apply the recognition and measurement pri'nc'iples of the proposed
Trevenue model in accounting for the gain or loss on the sale of some non-financial assets.






